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DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
referencing this publication are requested to follow the Fair Use Policy of giving due credit to
UNIDO.
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1. The ,rimary puriose of tLis raper i3 tc set forth as a besis for
disoussion scme major issuss ~f ,0licy whioch arise in the external
finaneing ~f industrial devealrpment in Africa. Ne attenpt is made t.o
describe in detail the sourc~. of external finuncing availatle nor '~
maks quantitative estinatec either ~f what is being provided »r what
is required.

-4 The aain scurces of external funds are as follcws:

= Private foreign direot investment;

= Lleans from international md inter-regional sgencies oy
from government finance institutiems;

= (overnment to governoent finaneing;

= Buppliers’ credits ar eipert credits.

3o Private foreign diresct investza.t te industry has net o far bdewm

& sajor source of finance particularly in Afrioca. United States private
investaent in latin America and Inited kinsdom investnent im the Commen~
wealtk, partisularly India, is impe*rtant,. there ia alwr, fnar example,
ofae irench and Belgiar private investment in industry in their feraer
Afriean territories, although "m a small scale. Part of the reascn
ofter. given for limited frreigr private investoent in wndustsry s what
is knows as the investment olimata, real ~r imaginary, and stepe beilg
taken 4 provide greater incentives are referred to later in this payer,
A »ore important poirt is the viability of projecta, this in turr Maiag
due in part tc the limited size °f aarikets, insufficimay of real pur-
chasing pover and inexperienced managememt., Africen governnente Are
therefore paying increzsing attenti-n te the premction Af sultinational
and sud-regimnal so-operation and tackling industrial develcpuemt through
e grpuping and sharing »f industriem,

4, In the internatiocnul greup the princijyal organisatise is the sorld
Bank group oconsieting ~f the Bank iteslf, makirg Lard lraza et ther
directly t» irdustry »r itidireotly through develoraant firanc» oerpora-
tions; e~ ft 1 ans tLrougk its Intermational wevelopaent Assccistion) apd
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loans to private industry throuch the International Finance Core

porat.ons The la3t a_ency has hitherto been on a small scale with a
capital of 100 million dollars, but arrangements have now been made to
multirply the résources available three or four times through loans from
the Bank itself. 1In .Afric':a much of the Bank's investment has been in
infrastructure and increasing attention is teing paid to agriculture.
Little has so far been done in Industry. The IFC can lend only to -
private industry; the Bank and IDi Lave hitherto in practice confined.
themselves to the private sector, whether enterprises or development
banks, However, within the African context consideration is now being
given to a possible ad justment of this policy. In Latin America the
lending operations of the inter-American Development Bank in industry

are becoming significant and it may be expected that the rccmtly oreated
African Developmen¢ Bank will also take an interest in industrial projects.
The uropean Investment Bank is concerned only with countries belonging
to the Thro;;ean Common Market and their associates. So far ite operations
in 1ndustry in the develoring world appear to have been confined to the
lasn developed parts of Turope.

5  Vithin this group of institutions the Export/Import Bank in

‘ashington should be considered. This has made relatively fev develop~
ment loans in vhich industries are included .nd 1ittle in Africa. Bovever,
each vear it extends a large number of export oredits for capital goods
mainly at the request of United States suppliers or Banks.

”

6. . ‘PWe Commonwealth Development Corporation makes loans within the
commonwealth, but on a small scale.

7. Government to government fmancing has become important in Africa in
recent years but data are not available as to how much has found i%s way
into industry. PFinancing of industrial projects is known to have accounted
for a substantial part of Gernan fihancial aid but the share of industrial
financingin Frenci aid has becn small. The centrally planned economies
have concentrated the bulk of their aid on industrial projects as part

of their avowed policy to promote industrialization in the developing
countries, but so far the share of their aid going to Africa has been

relatively small,
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8. Althcugh figures are not available, clppliersu' credits play an
importait part in industrial financing. lowever, they add to the debt
burden of tlhe 1eceiving countries w..ich are obliged to i1epay short-or
medium=ter: credits rathcr than iucur long-term debts. In addition
it is not infiecquently found that the [rices charged for equipment

financed in this way aze high.

e In recent discussions there have been a numbexr of estimates ¢f ihe
sow~called tiade pap of the developing oountrioa']‘/ whick has tc be closed
either by opening wiacx the doors of the developed world to the exports
of the lesu devcloped, by incicaced foreign aid, cr both. vDota.ilod and
1cliable estimates for Africa are nct availadble and the argument is
nomally conducted in [lobal term#. Although Airica's requirements of
foreign financial aid for industrial development are undqubted;;‘ very.
large there may be some dangexr for africa if the sr‘,uméx}t is ldft on
this rather general and leba.l busis. lurthermore, there is a risk that
the many other cteps thut have to be taken mz) be obsoured or even

lost sigzht ci,

10, The fiiut point to be w.uce is that there is a need for and also much
scope for an inorcace ia domcutic savings. In partiocular, the marginal
rate savin. can rise ra,idly au development proceeds and incomes grow.

This is not onl; necessary in itself{ but is slsc & preerequisite to -
increased foreign aid. Considoration of the roblems of increased domestic
finaucin_ of industrial development is hovever cutside the scepe of thie
paper.

11, Neverthcless domestioc saving alonoe cannot hope to finance the
industrial development progiammes neV being envisaged. Murtheimore, it
is pa.x,';ticula.rly in the early ctages that foreizn aiu is most needed.

1/ See, ior example, United Nations World Economic wurvey 1962, kart i:
Developing ccuntiries aunc lorld Trade, New York, 1963

2/ 'Invested Finance in Fivc African Quatries®, L. Meagher.
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a numbii .0 cesirable refoums in tae provieion of foreign uic are nov
belng wlsuccea and aost of them a;, 1y w1th special itoice to Africa.

1t ws bew ung 1ocaoasingl, clear towt ale is uwore useful on a nations. i

-

neveio,aent | dan foaels, rotary than a ¢roject Lusis, eves though '..'!lmrc
countries arc saoall aia vith ac proper development planc it would be
undcallotiz to expect ald o o L1c,ect busis tu boe ciscon.i.ued at

Mo 3wl 0 les DN B0 U ouo oaugect sl is bound to contisuc this cho:ic
be caleciuies on the visie o tota) . cst including uomestic costs less ’
the poosible domestic contribution, tihich natrally varies ircm country (
tu country. Llthough Lrom‘ the poi'm of view of the donor vith balance

of amente witrficultics tied aic is understandable, it is desirable

that every eifort shculd be made to imove avay from it on an agreed basis
among the i .1 couatrice ua quickly as ussible, The sroving burden of
webt repayuent cemon.iiates thc importance cf lengthenin, wTuce peiiods
«nd of the loan itself togotier with lowver rates of intercst. In many
Africu countries crunts agc plezeralble to loanss It is lar_ely ocurrent
practice t' -t aic shoule be coiicentratod yTimarily on countries with the
m.t absorptive capucitys Lhese 1o much to be said 1or giving more weight
to the ¢, ozite policy and ¢ ncentiating a nuch lar_exr slice of soft '
oans ol iar . un the sevitst countries, couplec with a cotermined

el'fort to (.c.cane aLsorptive capacity.,

126 1t .. 5y clearly oionstrated that much lnguatri.l cdevelopment
dnoaiilca . uires the 6¥vupl . of countrice a.d the sharin_ out cof
large woac JTegvetase thiw wuil Le saeilitatee by 2, propriate me aoules
on tuc osl L th MeeElvin Ly gl receiving countries. In this
context ... ements alung te lines of the aic to India Lonsortium may'
be 6AVI 4 .. The Afric.r Go.acil fop Leonomic Lo-operatic.a proposed
PY FCA & . Uv Ller Liisiderat: i by african Gevernaents i potentially
of great . itance,

e The n L il ivie dumestic 28ving, fer more foreign aid and for
reforms 1u . [ re...s of Lid GIVlag 18 cliars Yet it 18 of still
JFeater a4 a0 ¢ axaiae vhy more of the foreign funds alread;
avaidable o1 0 el vailable e 1ol flowan, anto African i1nduse

L4

taiad eVeldoie . . e poulon ddrean) refeizec to 1s acequate incentives,

I |
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There have been recent improvements towaras this enc, e.g. the Yorld

Bank's Convention for the settlemunt of Investment Disputes, ihe schemc
proposed by the OLCD for a multilateial _uarantce of foreign investment
against nci-commercicl risks, and the torld Bank scheme buin_ workeo i
for compensatory devclopment finance. Investment guarantees and invco. cat
codes can also be useful. ilout African countrics have prepared such
achemeﬂ.'l- There is & ;oo case for hrmoniuin, these arvangements,
preferably cub-reionally, partly to ensure proper sirangements for t.eo
foreign investor and partly to avoia unnecessaly competition in extendiny,

facilities among Africen countries.

14. Yet of evcn greater importunce is the need for the finding of sound
bankable ;icjects, partly by the ruthless elimination of ventures of a
prestige character, partly by the grouping of neighbouring countries to
provide lar;c enough markets, and most of all through proper and systemsatic
projeot prepara.1'.io.cm.2

|<

See Investment Lavs and heculations in Africa, UN sales lo:
65.11.K.3, UnitcG fations, New York, 1965.

'Industrial lro.raming and Project Evaluation' (Summary of Procecdi. ..
of the Inter-ke_ional Seminar, Prague October 1965)
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